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Accounting Officer's Report 

As the accounting officer of uMshwathi Local Municipality, I am proud to present 
herewith the annual financial statement for the period ending 30 June 2014. 

It is my view that the Annual financial statements fairly present the true financial 
position of the municipality and all the records to support the same are available for 
inspection. 

I am of the opinion that based on the information provided to me by management 
and internal audit the systems of internal control provides reasonable assurance that 
the financial records may be relied upon for the preparation and submission of these 
annual financial statements. 

I have reviewed the Municipality's cash forecast for the year ending 30 June 2014 
and in light of this review and the current financial position I am satisfied that the 
Municipality has access to adequate resources to fulfil all its obligations as required 
bv various provisions of legislations. 



Mr. B.T. Zondi 

Acting Municipal Manager 


Date: 27 August 2014 


uMSHWATHI MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

1 . BASIS OF PRESENTATION 

The Annual financial statements have been prepared in accordance with the 
Standards of Generally Recognised Accounting Practices (GRAP). 

The Standards comprise of the following: 


GRAP 1 

Presentation of Financial Statements 

GRAP 2 

Cash Flow Statements 

GRAP 3 

Accounting Policies, Changes in Accounting Estimates and Errors 

GRAP 5 

Borrowing Costs 

GRAP 9 

Revenue 

GRAP 13 

Leases 

GRAP 14 

Events after Balance Sheet Date 

GRAP 17 ^ 

Property, Plant and Equipment 

GRAP 19 

Provisions, Contingent Liabilities and Contingent Asset 

GRAP 21 

Impairment of Non-cash-generating Assets 

GRAP 23 

Revenue from Non-exchange Transactions (Taxes and Transfers) 

GRAP 24 

Presentation of Budget Information in the Financial Statements 

GRAP 25 

Employee Benefits 

GRAP 31 

Intangible Assets 

GRAP 104 

Financial Instruments. 


GRAP statements 4, 6, 7, 8, 10, 11. 14. 16. 100. 101 and 103 have not been 
implemented since they do not affect the operations of the municipality. 

Details of related party transactions are disclosed as per paragraph 27 of IPSAS 20. 

These accounting policies are consistent with those of the previous financial year. 

These accounting policies and the applicable disclosures have been based on 
Standards Of International Public Sector Accounting Standards (PSAS) issued by the 
International Federation of Accountants-Public Sector Committee, International 
Accounting Standards (IAS) issued by the International Accounting Standards Board, 
of Generally Accepted Accounting Practice issued by the South African Accounting 
Practice Boards and the South African Institute of Chartered Accountants’ Accounting 
Practice Committee. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

2. PRESENTATION CURRENCY 

These annual financial statements are presented in South African Rand 

3. GOING CONCERN ASSUMPTION 

These annual financial statements have been prepared on a going concern basis. 

4. HOUSING DEVELOPMENT FUND 

The Housing Development Fund was established in terms of the Housing Act, (Act No. 
107 of 1997). Loans from national and provincial government used to finance housing 
selling schemes undertaken by the Municipality were extinguished on 01 April 1998 
and transferred to a Housing Development Fund. Housing selling schemes both 
complete and in progress as at 01 April 1998, were also transferred to the Housing 
Development Fund. In terms of the Housing Act, all proceeds from housing 
developments, which include rental income and sales of houses, must be paid into the 
Housing Development Fund. Monies standing to the credit of the of the Housing 
Development Fund can be used only to finance housing developments within the 
municipality area subject to the approval of the Provincial MEC responsible for 
housing. 

5. RESERVES 

5.1 Revaluation Reserve 

A revaluation reserve is created in the event where the values of items of property, 
plant and equipment are valued up. The increased amount of revaluation is credited to 
the revaluation reserve. Any subsequent revaluations of items of property, plant and 
equipment is charged against this revaluation reserve. 

6. ASSETS 

6.1 PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment, is stated at cost, less accumulated depreciation. 
Land is riot depreciated as it is deemed to have an indefinite life. 

The cost of items of property, plant and equipment acquired in exchange for a non- 
monetary or monetary asset, or a combination of monetary and non-monetary assets 
is measured at its fair value .If the cost cannot be measured at its fair value, its cost is 
measured at the carrying amount of the asset given up. 

Assets under construction are recognised as such and capitalized at the cost incurred 
as at year end. Subsequent expenditure is capitalized when the recognition and 
measurement criteria of an asset are met. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

The GRAP Standard on Impairment of Assets is applied to determine whether an item 
of property, plant and equipment need to be impaired. Refer to paragraph 14.1. 


Depreciation is calculated based on cost, using the straight-line method over the 
estimated useful lives of the assets. The annual depreciation rates are based on the 
following estimated asset lives;- 



YEAR 

OTHER 

YEARS 

Infrastructure 




Roads and Paving 

30 

Buildings 

30 

Pedestrian Malls 

30 

Air Conditioners j ■ 

5 

Electricity 

20 

Other Vehicles 

5 

Housing 

30 

Office equipment 

5 

Street Lights 

25 

Furniture and Fitting 

10 



Radios 

5 

Community 


Other items of plant and 
equipment 

3 

Buildings 

30 

Computers and Computer 

Software 

5 

Security 

5 




The gain or loss arising on the disposal or retirement of an item of property, plant and 
equipment is determined as the difference between the sales proceeds and the 
carrying value and is recognized in the Statement of Financial Performance. 

Where the carrying amount of an item of property, plant and equipment is greater than 
the estimated recoverable amount, it is written down immediately to its recoverable 
amount and an impairment loss is charged against the Revaluation reserve. 

Depreciation on assets under construction during the year is only provided for once 
the asset is brought into use. 

6.2 INTANGIBLE ASSETS 

Computer Software is identified as Intangible Assets and is disclosed as such in the 
financial statements. The intangible asset is amortised over a period of three years. 
Intangible assets are disclosed at cost less amortization in the financial statements. 

7. FINANCIAL INSTRUMENTS 

The fair value of financial Instruments, which include fixed deposits and short-term 
deposits invested in registered banks, are valued at cost, including interest capitalized, 
at the end of the reporting period. 

Where investments have been impaired, the carrying value is adjusted by the loss, 
which is recognized as an expense in the period that the impairment is identified. 


uMSHWATHI MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

On disposal of an investment, the difference between the net disposal proceeds and 
the carrying amount is charged or credited to the Statement of Financial Performance. 

The carrying value of trade receivables and payables are assumed to approximate 
their fair values. Trade receivables (debtors) have not been discounted as required by 
IAS 39 since the bulk of the debtors are rates debtors and arrear accounts are 
charged interest on the arrear balance on a monthly basis. 

7.1 ACCOUNTS RECEIVABLE 

Accounts receivable are carried at anticipated realisable value. The bulk of the 
outstanding debtors are made up of rates and interest raised on arrear accounts over 
the years. An estimate is made for doubtful receivables based on a review of all 
outstanding amounts at year-end. No bad debts were written off during the year. 
Amounts that are receivable within 12 months from the reporting date are classified as 
realisable 

The impairment for trade receivables is calculated on a portfolio basis and is based on 
historical loss ratios, adjusted for national and industry-specific economic conditions 
and other indicators present at the reporting date. 

7.2 TRADE CREDITORS 

Trade creditors are stated at their nominal value. 

7.3 CASH AND CASH EQUIVALENTS 

Cash includes cash on hand and with banks. Cash equivalents are short- term highly 
liquid investments that are held with registered banking institutions with maturities of 
six months or less and are subject to an insignificant risk of change in value. 

For the purposes of the cash flow statement, cash and cash equivalents comprise 
cash on hand, deposits held on call with banks and investments in financial 
instruments, net of bank overdraft. 

8. INVENTORIES 

The only inventory held is that of consumable stores. The cost of consumable stores is 
expensed at the time of purchase. 

9. BORROWING COSTS 

Borrowing costs are recognised as an expense in the Statement of Financial 
Performance. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

10. REVENUE RECOGNITION 

10.1 Revenue from exchange transactions 

Service charges relating to refuse removal are recognized on a monthly basis in 
arrears by applying the approved tariff to each property. Tariffs are determined per 
category of property usage, and are levied monthly based on the number of refuse 
containers on each property, regardless of whether or not all containers are emptied 
during the month 

Interest and rentals are recognized on a time proportionate basis. 

Revenue arising from the application of the approved tariff of charges is recognized 
when the relevant service is rendered by applying the relevant gazetted tariff. This 
includes the issuing of licenses and permits. 

Income for agency services is recognized on a monthly basis once the income 
collected on behalf of agents has been quantified. The income recognized is in terms 
of an agency agreement. 

Finance income from the sale of housing by way of installment sales agreements or 
finance leases is recognized on a time proportionate basis. 

Revenue from public contributions is recognized when all conditions associated with 
the contribution have been met or, where the contribution is to finance property, plant 
and equipment, when such item of property, plant and equipment is brought into use. 

Where public contributions have been received but the municipality has not met the 
condition, a liability is recognized. 

10.2 Revenue from non-exchange transactions 

Revenue from property rates is recognized when the legal entitlement to this revenue 
arises. Collection charges are recognized when such amounts are legally enforceable. 
Penalty interest on unpaid rates is recognized on a time proportionate basis. 

Fines constitute both spot fines and summonses. Revenue from spot fines and 
summonses is recognized when payment is received. 

Donations are recognized on a cash receipt basis or where the donation is in the form 
of property, plant and equipment, when such items of property, plant and equipment 
are brought into use. 

Contributed property, plant and equipment are recognized when such items of 
property, plant and equipment are brought into use. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

Revenue from the recovery of unauthorized, irregular, fruitless and wasteful 
expenditure is based on legislated procedures, including those set out in the Municipal 
Finance Management Act (Act No. 56 of 2003) and is recognized when the recovery 
thereof from the responsible Councillors or officials is virtually certain. 

11. CONDITIONAL GRANT AND RECEIPTS 

Revenue received from conditional grants and donations is recognized as revenue to 
the extent that the Municipality has complied with any of the criteria, conditions or 
obligations embodied in the agreement. To the extent that the criteria, conditions or 
obligation have not been met, a liability is recognized. 

12. PROVISIONS 

Provisions are recognized when the Municipality has a present or constructive 
obligation as a result of past events and it is probable that an outflow of resources 
embodying economic benefits will be required to settle the obligation and a reliable 
estimate of the provision can be made. Provisions are reviewed at reporting date and 
adjusted to reflect the current best estimate. 

Bank overdrafts are recorded based on the facility utilized. Finance changes on bank 
overdraft are expensed as incurred. 

13 LEASES 

Leases for photocopiers are recognised as operating leases and the contractual lease 
payments are recognised as expenses over the term of the lease. 

The hire purchase agreement for the mayor’s vehicle is classified as a finance lease 
and is recognised as an asset in the statement of financial position and the lessor is 
disclosed as a finance lease obligation. 


14. IMPAIRMENT OF ASSETS 

14.1 Cash Generating Assets 

Cash-generating assets are those assets held by the entity with the primary objective 
of generating a commercial return. When an asset is deployed in a manner consistent 
with that adopted by a profit-orientated entity, it generates a commercial return. 


The entity assesses at each reporting date whether there is any indication that a cash- 
generating asset may be impaired. If any such indication exists, the entity estimates 

the recoverable amount of the asset. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 


Recoverable amount of an asset or a cash-generating unit is the higher its fair value 
less costs to sell and its value in use. 

When the carrying amount of a cash-generating asset exceeds its recoverable 
amount, it is impaired. 

Irrespective of whether there is any indication of impairment, the entity also tests a 
cash-generating intangible asset with an indefinite useful life or a cash-generating 
intangible asset not yet available for use for impairment annually by comparing its 
carrying amount with its recoverable amount. This impairment test is performed at the 
same time every year. If an intangible asset was initially recognised during the current 
reporting period, that intangible asset is tested for impairment before the end of the 
current reporting period. 

Value in use 

Value in use of a cash-generating asset is the present value of the estimated future 
cash flows expected to be derived from the continuing use of an asset and from its 
disposal at the end of its useful life. 

When estimating the value in use of an asset, the entity estimates the future cash 
inflows and outflows to be derived from continuing use of the asset and from its 
ultimate disposal and the entity applies the appropriate discount rate to those future 
cash flows. 

Discount rate 

The discount rate is a pre-tax rate that reflects current market assessments of the time 
value of money, represented by the current risk-free rate of interest and the risks 
specific to the asset for which the future cash flow estimates have not been adjusted. 

Recognition and measurement (individual asset) 

If the recoverable amount of a cash-generating asset is less than its carrying amount, 
the carrying amount of the asset is reduced to its recoverable amount. This reduction 
is an impairment loss. 

An impairment loss is charged against the Revaluation Reserve to the extent to a 
previous revaluation surplus. 

After the recognition of an impairment loss, the depreciation (amortisation) charge for 
the cash-generating asset is adjusted in future periods to allocate the cash-generating 
asset’s revised carrying amount, less its residual value (if any), on a systematic basis 
over its remaining useful life. 

If there is any indication that an asset may be impaired, the recoverable amount is 
estimated for the individual asset. If it is not possible to estimate the recoverable 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

amount of the individual asset, the entity determines the recoverable amount of the 
cash generating unit to which the asset belongs (the asset's cash-generating unit). 

If an active market exists for the output produced by an asset or group of assets, that 
asset or group of assets is identified as a cash-generating unit, even if some or all of 
the output is used internally. If the cash inflows generated by any asset or cash 
g0i-i©rating unit are affected by internal transfer pricing, the entity use management s 
best estimate of future price(s) that could be achieved in arm's length transactions in 
estimating; 

• the future cash inflows used to determine the asset's or cash-generating 
unit's value in use; and 

• the future cash outflows used to determine the value in use of any other 
assets or cash-generating units that are affected by the internal transfer 
pricing. 

Cash-generating units are identified consistently from period to period for the same 
asset or types of assets, unless a change is justified. 

The carrying amount of a cash-generating unit is determined on a basis consistent 
with the way the recoverable amount of the cash-generating unit is determined. 

An impairment loss is recognised for a cash-generating unit if the recoverable amount 
of the unit is less than the carrying amount of the unit. The impairment is allocated to 
reduce the carrying amount of the cash-generating assets of the unit on a pro rata 
basis, based on the carrying amount of each asset in the unit. These reductions in 
carrying amounts are treated as impairment losses on individual assets. 

In allocating an impairment loss, the entity does not reduce the carrying amount of an 

asset below the highest of; 

• its fair value less costs to sell (if determinable); 

• its value in use (if determinable); and 

• zero. 

The amount of the impairment loss that would otherwise have been allocated to the 
asset is allocated pro rata to the other cash-generating assets of the unit. 

Where a non-cash-generating asset contributes to a cash-generating unit, a proportion 
of the carrying amount of that noncash generating asset is allocated to the carrying 
amount of the cash-generating unit prior to estimation of the recoverable amount of 
the cash-generating unit. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

Reversal of an impairment loss 

The entity assesses at each reporting date whether there is any indication that an 
impairment loss recognised in prior periods for a cash-generating asset may no longer 
exist or may have decreased. If any such indication exists, the entity estimates the 
recoverable amount of that asset. 

An impairment loss recognised in prior periods for a cash-generating asset is reversed 
if there has been a change in the estimates used to determine the asset’s recoverable 
amount since the last impairment loss was recognised. The carrying amount of the 
asset is increased to its recoverable amount. The increase is a reversal of an 
impairment loss. The increased carrying amount of an asset attributable to a reversal 
of an impairment loss does not exceed the carrying amount that would have been 
determined (net of depreciation or amortisation) had no impairment loss been 
recognised for the asset in prior periods. 

A reversal of an impairment loss for a cash-generating asset is recognised against the 
Revaluation Reserve. 

After a reversal of an impairment loss is recognised, the depreciation (amortisation) 
charge for the cash-generating asset is adjusted in future periods to allocate the cash- 
generating asset’s revised carrying amount, less its residual value (if any), on a 
systematic basis over its remaining useful life. 

A reversal of an impairment loss for a cash-generating unit is allocated to the cash- 
generating assets of the unit pro rata with the carrying amounts of those assets. 
These increases in carrying amounts are treated as reversals of impairment losses for 
individual assets. No part of the amount of such a reversal is allocated to a non-cash- 
generating asset contributing service potential to a cash-generating unit. 

In allocating a reversal of an impairment loss for a cash-generating unit, the carrying 
amount of an asset is not increased above the lower of: 

• its recoverable amount (if determinable); and 

• the carrying amount that would have been determined (net of amortisation 
or depreciation) had no impairment loss been recognised for the asset in 
prior periods. 

• The amount of the reversal of the impairment loss that would otherwise 
have been allocated to the asset is allocated pro rata to the other assets of 
the unit. 

Re-designation 

The re-designation of assets from a cash-generating asset to a non-cash-generating 
asset or from a non-cash-generating asset to a cash-generating asset only occur 
when there is clear evidence that such a re-designation is appropriate. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 


Non-Cash-Generating Assets 

Cash-generating assets are those assets held by the entity with the primary objective 
of generating a commercial return. When an asset is deployed in a manner consistent 
with that adopted by a profit-orientated entity, it generates a commercial return. 

Non-cash-generating assets are assets other than cash-generating assets.. 

Identification 

The entity assesses at each reporting date whether there is any indication that a non- 
cash-generating asset may be impaired. If any such: indication exists, the entity 
estimates the recoverable service amount of the asset. 

Recoverable service amount is the higher of a non-cash-generating asset’s fair value 
less costs to sell and its value in use. 

When the carrying amount of a non-cash-generating asset exceeds its recoverable 
service amount, it is impaired. 

Irrespective of whether there is any indication of impairment, the entity also tests a 
non-cash-generating intangible asset with an indefinite useful life or a non-cash- 
generating intangible asset not yet available for use for impairment annually by 
comparing its carrying amount with its recoverable service amount. This impairment 
test is performed at the same time every year. If an intangible asset was initially 
recognised during the current reporting period, that intangible asset is tested for 
impairment before the end of the current reporting period. 

Value in use 

Value in use of an asset is the present value of the asset’s remaining service potential. 

The present value of the remaining service potential of an asset is determined using 
the following approaches; 

Depreciated replacement cost approach 

The present value of the remaining service potential of a non-cash-generating asset is 
determined as the depreciated replacement cost of the asset. The replacement cost of 
an asset is the cost to replace the asset’s gross service potential. This cost is 
depreciated to reflect the asset in its used condition. An asset may be replaced either 
through reproduction (replication) of the existing asset or through replacement of its 
gross service potential. The depreciated replacement cost is measured as the 
reproduction or replacement cost of the asset, whichever is lower, less accumulated 
depreciation calculated on the basis of such cost, to reflect the already consumed or 
expired service potential of the asset. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

The replacement cost and reproduction cost of an asset is determined on an 
“optimised” basis. The rationale is that the entity would not replace or reproduce the 
asset with a like asset if the asset to be replaced or reproduced is an overdesigned or 
overcapacity asset. Overdesigned assets contain features which are unnecessary for 
the goods or services the asset provides. Overcapacity assets are assets that have a 
greater capacity than is necessary to meet the demand for goods or services the asset 
provides. The determination of the replacement cost or reproduction cost of an asset 
on an optimised basis thus reflects the service potential required of the asset. 

Restoration cost approach 

Restoration cost is the cost of restoring the service potential of an asset to its pre- 
impaired level. The present value of the remaining service potential of the asset is 
determined by subtracting the estimated restoration cost of the asset from the current 
cost of replacing the remaining service potential of the asset before impairment. The 
latter cost is determined as the depreciated reproduction or replacement cost of the 
asset, whichever is lower. 

Recognition and measurement 

If the recoverable service amount of a non-cash-generating asset is less than its 
carrying amount, the carrying amount of the asset is reduced to its recoverable service 
amount. This reduction is an impairment loss. 

An impairment loss is recognised immediately in surplus or deficit. 

After the recognition of an impairment loss, the depreciation (amortisation) charge for 
the non-cash-generating asset is adjusted in future periods to allocate the non-cash- 
generating asset’s revised carrying amount, less its residual value (if any), on a 
systematic basis over its remaining useful life. 

Reversal of an impairment loss 

The entity assesses at each reporting date whether there is any indication that an 
impairment loss recognised in prior periods for a non-cash-generating asset may no 
longer exist or may have decreased. If any such indication exists, the entity estimates 
the recoverable service amount of that asset. 

An impairment loss recognised in prior periods for a non-cash-generating asset is 
reversed if there has been a change in the estimates used to determine the asset’s 
recoverable service amount since the last impairment loss was recognised. The 
carrying amount of the asset is increased to its recoverable service amount. The 
increase is a reversal of an impairment loss. The increased carrying amount of an 
asset attributable to a reversal of an impairment loss does not exceed the carrying 
amount that would have been determined (net of depreciation or amortisation) had no 
impairment loss been recognised for the asset in prior periods. 
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ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 

A reversal of an impairment loss for a non-cash-generating asset is recognised 
immediately in surplus or deficit. 

After a reversal of an impairment loss is recognised, the depreciation (amortisation) 
charge for the non-cash-generating asset is adjusted in future periods to allocate the 
non-cash-generating asset’s revised carrying amount, less its residual value (if any), 
on a systematic basis over its remaining useful life. 

Re-designation 

The re-designation of assets from a cash-generating asset to a non-cash-generating 
asset or from a non-cash-generating asset to a cash-generating asset only occur 
when there is clear evidence that isuch a re-designation is appropriate. 

15. EMPLOYEE BENEFITS 

15.1 Short-term employee benefits 

Short-term employee benefits are employee benefits (other than termination benefits) 
that are due to be settled within twelve months after the end of the period in which the 
employees render the related service. 

Short-term employee benefits include items such as; 

• wages, salaries and social security contributions; 

• short-term compensated absences (such as paid annual leave and paid sick 
leave) where the compensation for the absences is due to be settled within 
twelve months after the end of the reporting period in which the employees 
render the related employee service; 

• bonus, incentive and performance related payments payable within twelve 
months after the end of the reporting period in which the employees render 
the related service; and 

• non-monetary benefits (for example, medical care, and free or subsidised 
goods or services such as housing, cars and cell phones) for current 
employees. 

When an employee has rendered service to the entity during a reporting period, the 
entity recognises the undiscounted amount of short-term employee benefits expected 
to be paid in exchange for that service: 

• as a liability (accrued expense), after deducting any amount already paid. If 
the amount already paid exceeds the undiscounted amount of the benefits, 
the entity recognise that excess as an asset (prepaid expense) to the extent 
that the prepayment will lead to, for example, a reduction in future payments 
or a cash refund; and 

• as an expense, unless another Standard requires or permits the inclusion of 
the benefits in the cost of an asset. 
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The expected cost of compensated absences is recognised as an expense as the 
employees render services that increase their entitlement or, in the case of non- 
accumulating absences, when the absence occurs. The entity measures the expected 
cost of accumulating compensated absences as the additional amount that the entity 
expects to pay as a result of the unused entitlement that has accumulated at the 
reporting date. 

The entity recognises the expected cost of bonus; incentive and performance related 
payments when the entity has a present legal or constructive obligation to make such 
payments as a result of past events and a reliable estimate of the obligation can be 
made. A present obligation exists when the entity has no realistic alternative but to 
make the payments. 

15.2 Post-employment benefits: Defined contribution plans 

When an employee has rendered service to the entity during a reporting period, the 
entity recognises the contribution payable to a defined contribution plan in exchange 
for that service: 

• as a liability (accrued expense), after deducting any contribution already 
paid. If the contribution already paid exceeds the contribution due for 
service before the reporting date, an entity recognise that excess as an 
asset (prepaid expense) to the extent that the prepayment will lead to, for 
example, a reduction in future payments or a cash refund; and 

• as an expense, unless another Standard requires or permits the inclusion of 
the contribution in the cost of an asset. 

16. UNAUTHORISED EXPENDITURE 

Unauthorised expenditure is expenditure that has not been budgeted, expenditure that 
is not in terms of the conditions of an allocation received from another sphere of 
government, municipality or organ of state and expenditure in the form of a grant that 
is not permitted in terms of the Municipal Finance Management Act (Act No. 56 of 
2003), Unauthorised expenditure is accounted for as an expense in the Statement of 
Financial Performance and where recovered, it is subsequently accounted for as 
revenue in the Statement of Financial Performance. 

17. IRREGULAR EXPENDITURE 

Irregular expenditure is expenditure that is contrary to the Municipal Finance 
Management Act (Act No 56 of 2003), the Municipal System Act (Act No. 32 2000), 
the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of the 
Municipality’s supply chain management policy. Irregular expenditure excludes 
unauthorised expenditure. Irregular expenditure is accounted for as expenditure in the 
Statement of Financial Performance and where recovered, it is subsequently 
accounted for as revenue in the Statement of Financial Performance. 
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18. FRUITLESS AND WASTEFUL EXPENDITURE 

Fruitless and wasteful expenditure is expenditure that was made in vain and could 
have been avoided had reasonable care been exercised. Fruitless and wasteful 
expenditure is accounted for as expenditure in the Statement of Financial 
Performance and where recovered, it is subsequently accounted for as revenue in the 
Statement of Financial Performance. 

19. COMPARATIVE INFORMATION 

19. 1 Current Year Comparatives 

Budgeted amounts have been included in the annual financial statements for the 
current and previous financial years 

19.2 Prior Year Comparatives 

When the presentation or classification of items in the annual financial statements is 
amended, prior period comparative amounts are reclassified. 

20. RELATED PARTIES 

The municipality operates in an economic sector currently dominated by entities 
directly or indirectly owned by the South African Government. As a consequence of 
the constitutional independence of the three spheres of government in South Africa, 
only entities within the national sphere of government are considered to be related 
parties. 

Key management are those persons responsible for planning, directing and controlling 
the activities of the entity, including those charged with the governance of the entity in 
accordance with legislation, in instances where they are required to perform such 
functions. 

Close members of the family of a person are considered to be those family members 
who may be expected to influence, or be influenced by, that management in their 
dealings with the entity. 

Only transactions with related parties where the transactions are not concluded within 
normal operating procedures or on terms that are not no more or no less favorable 
than the terms it would use to conclude transactions with another entity or person are 
disclosed. 


uMSHWATHI LOCAL MUNICIPALITY 
STATEMENT OF FINANCIAL POSITION AT 30 JUNE 2014 

Note 2014 2013 

R R 


ASSETS 

Non - current assets 
Property , plant and equipment 
Intangible Assets 

Current assets 

Receivables: Non-Exchange Transactions 

Receivables; Exchange Transactions 

Other debtors 

Value added tax 

Call investment deposits 

Bank balances and cash 

Total Assets 

Non - current liabilities 
Long term liabilities 
Finance Lease Obligation 

Non-current portion of Long Service Award Liability 

Current liabilities 

Creditors 

Current portion of Finance Lease Obligation 
Current portion of Long Service Award Liability 
Unspent conditional grants and receipts 
Current portion of long term liabilities 

Total Liabilities 

Net Assets 

NET ASSETS 

Net assets 

Housing Development Fund 
Revaluation Reserve 
Accumulated surplus 



135,161,603 

117,332,719 

6 

135,161,603 


117,332,719 

7 

0 


0 


73,107.199 

54,532.677 

8 

33,362,621 


26,078,523 

8 

27,942,052 


18,099,019 

9 

2,543,861 


2,877,131 

5 

3,789,134 


1,573,101 

10 

4,746,605 


5,472,448 

1/21 

722,926 


432,454 





208,268,802 

171,865,396 


15,764,011 

18,319,519 

2 

14,730,238 


17,294.978 

2 

295,078 


385,279 

3.1 

738,695 


639.262 


10,303,888 

7,987,031 

3 

7,853,704 


3,348.612 

2 

119,460 


128,426 

3.1 

18,531 


45,577 

4 

0 


0 

2 

2,312,193 


4,464,416 





26,067,899 

26,306,550 


182,200,903 145,558,846 



182,200,903 

145,558,846 

1 

2,818,678 


2,823,670 


4,614,902 


4,614,902 


174,767,323 


138,120,274 


182,200,903 145,558,846 
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BUDGET 


ACTUAL 


2013 

2014 REVENUE 

R 

R 

Revenue from Non-Exchange Transactions 

15,230,000 

23,300,000 Property rates 

800,000 

1 ,000,000 Property rates - penalties imposed and collection 

800,000 

800,000 Interest earned - external investments 

7,000,000 

7,500,000 Interest earned - outstanding debtors 

101,000 

51,000 Fines 

58,403,000 

65.740.000 Government grants and subsidies 

22.376.000 Capital Funding 

82,334,000 

120,767,000 

Revenue from Exchange Transactions 

1 ,700,000 

1 ,800,000 Service charges 

145,000 

200,000 Rental of facilities and equipment 

1 ,900,000 

2,1 50,000 Income for agency services 

640,500 

134,000 Other income 

Sale of Assets 

4,385,500 

4,284,000 

86,719,500 

125,051,000 Total Revenue 


EXPENDITURE 


31 ,299,500 

7.766.000 
100,000 

5.500.000 
6.208,000 

2.500.000 
75,000 

22,316,000 

1 . 200.000 
9,755,000 


37.625.000 Employee related costs 

8.059.000 Remuneration of Councillors 

1 00,000 Collection costs 

7.350.000 Depreciation 

9.333.000 Repairs and maintenance 

2.750.000 Interest paid 

1 00.000 Contracted services 

26.21 6.000 General expenses 

200.000 Contribution to Reserves/Provisions 

33.318.000 Contribution to Capital 


86,719,500 125,051,000 Total Expenditure 

~ Surplus/(Deficit) for the year 

Refer to Appendix E .1 for explanation of variances 


Note 

2014 

2013 


R 

R 


12 

23,899,302 

15,562,302 


1,325,643 

1,048,502 


846,781 

795,711 


8,179,537 

7,563,583 


59,707 

46,910 

14 

65,775,000 

58,061 ,000 


18,888,000 

18,404,000 


118,973,970 

101,482,008 

13 

1,801,290 

1 ,649,791 


199,718 

172,800 


2,362,036 

2,225,764 

15 

367,633 

333,255 


0 

0 


4,730,677 

4,381,610 



123,704,647 

105,863,617 

16 

37,642,745 

29,692,079 

17 

7,366,082 

6,296,071 


112,658 

0 


6,715,960 

5,371 ,040 


6,946,558 

3,851,107 

18 

1 ,838,540 

2,181 ,478 


27,946 

153,131 

23.7 

26,222,453 

22,775,771 


112,271 

928,771 


0 

0 


86,985,214 

71,249,448 


36.719,433 34,614,169 
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STATEMENT OF CHANGES IN NET ASSETS FOR THE YEAR ENDED 30 JUNE 2014 


Housing Revaluation Accumulated 

Development Reserve Surplus 

Fund 



R 

R 

R 

R 

Balance as per 30 June 2012 

Surplus (deficit) for the year 

Prior Ypar Adiustmont 

2,879,277.00 

(55,607) 

4,614,902.00 

103,972,629 

34,614,165 

218,314 

111,466,808 

34,558,558 

218,314 

1 II \J 1 1 ^ 1 / W4 J LI 1 1 w 1 1 L 

Original Balance as at 30 June 2013 
Adjustment for Prior Year Adjustments 

2,823,670 

4,614,902 

138,805,109 

146,243,681 

Restated Balance as at 30 June 2013 

Surplus (deficit) for the year 

Provision for Long Service Award 

Old Suspense accounts reverse to Revenue 

2,823,670 

(4,992) 

4,614,902 

138,805,109 

36,719,440 

(757,226) 

146,243,681 

36,714,448 

(757,226) 

Balance as at 30 June 30 June 2014 

2,818,678 

4,614,902 

174,767,323 

182,200,903 
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CASH FLOW STATEMENT FOR THE YEAR ENDED 30 JUNE 2014 


CASH FLOW FROM OPERATING ACTIVITIES 
Receipts 

Sales of Goods and Services 
Grants 

Interest Received 
Other Receipts 

Payments 
Employee Costs 
Suppliers 
Interest Paid 
Other Payments 


NET CASH FROM OPERATING ACTIVITIES 

CASH FLOWS FROM INVESTING ACTIVITIES 

Purchase of property, plant and equipment 
Proceeds on disposal of property, plant and equipment 
Proceeds from investments 

NET CASH FROM INVESTING ACTIVITIES 

CASH FLOWS FROM FROM FINANCING ACTIVITIES 

Repayment of external loans 
Repayment of finance lease obligations 
Increase (decrease ) in shortterm loans 

NET CASH FROM FINANCING ACTIVITIES 

NET INCREASE (DECREASE ) IN CASH AND CASH EQUIVALENTS 

Cash and cash equivalents at the beginning of the year 
Cash and cash equivalents at the end of the year 


Note 


2014 

2013 

R 

R 


26.188,060 

65.775.000 
846,781 

18.888.000 

15,023,080 

57,942,857 

795,711 

18,404,000 

111,697,841 

92,165,648 

45,008,827 

33,309,616 

1,838,540 

0 

35,988,150 

30,522.287 

2,134,019 

0 

80,156,983 

68,644,456 


31,540,858 

23,521,192 


(24,544,844) 

(25,569,099) 

(725,844) 

3,151,541 

(25,270,688) 

(22,417,558) 


(5,837,090) 

(142,610) 

(1,120,127) 

(142,610) 

(5,979,700) 

(1,262,737) 


290,470 

(159,103) 

432,453 

722,925 

591,556 

432,453 

290,470 

(159,102) 
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Investments are 32 day and /or 90 day money market accounts. A call account is also held in which the equitable share is transferred 
when received. Funds are transferred from the call account as and when required. 
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pensionable emoluments.This should be sufficient to eliminate the deficit by 
2010 provided that salary increases do not exceed CPIX plus 0,5 %. 
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taking into account its financial position, past experience and other factors. 
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Capital Funding Recognised (Included in Other Revenue) 18,888,000 Budgeted Surplus 

Internal Funding for Capex 5,656,844 

Total Capex 24,544,844 
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APPENDIX A (Not Audited) 

uMSHWATHI LOCAL MUNICIPALITY : SCHEDULE OF EXTERNAL LOANS AT 30 JUNE 2014 
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